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ECONOMIC INDICATORS 


Exchange Rate US $1.00 = 620 rupiah 





% 1979 
1977 1978 Change Estimate 

Population (million) 134 136 2 139 
GDP ($ million) 45,0741 52,5012 16 53,2252 
Per Capita GDP ($) 4 336! _ 3861 14 383 
Cost of Living Index (Dec. 31) 2,094 2,234 7 2,790 
Money Supply ($ million - Dec. 31) 4,835 5,996 24 7,480 
Foreign Investment Approvals 

($ million) 456 657 44 850 
Net Foreign Exchange Reserves 

($ million - Dec. 31) 2,432 2,580 6 4,100 
External Official Debt 

(Disbursed - $ million - Dec. 31) 11,523 13,025 13 14,000 
Debt Service ($ million) 987 1,299 32 1,200 
GOVERNMENT BUDGET“ 
Routine Expenditures 5,178 5,716 10 5,558 
Development Expenditures 5,195 5,915 14 5,626 
Domestic Revenue 8,518 9,566 12 8,776 
Direct Borrowing 1,855 2,063 11 2,410 
BALANCE OF PAYMENTS ($ million)” 
Balance of Payments 651 708 9 2,000 
Current Account 562 -1,024 82 -0- 
Exports 

Oil (net) 4,494 4,017 11 6,100 

Non-oil (C&F) 3,489 3,971 14 4,900 
Non-oil Imports 7,144 7,411 4 8,200 
U.S.-INDONESIAN TRADE? 
U.S. Imports from Indonesia 3,011 2,962 2 3,500 
U.S. Share of Indonesian Exports (2) 28 25.5 2.5 
U.S. Exports to Indonesia 173.2 832.2 8 900 
U.S. Share of Indonesian Imports (2%) 12.5 12.4 we 12 


1 at old exchange rate of US $1.00 = 415 rupiah and in current prices 


2 At new exchange rate of US $1.00 = 620 rupiah and in current prices 


3 Jakarta 62-item index, 1966 = 100 
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Indonesian FY April 1 to March 31 in $ million 


Calendar year based on Indonesian Central Bureau of Statistics figures 





Introduction and Summary 


The short-term economic prospect for Indonesia has been favorably altered 
by the recent rapid rise in the price of crude oil, Indonesia's leading 
export. Although a record balance of payments surplus appears certain 
this year, declining oil production and increasing domestic oil consump- 
tion makes the future ability of oil to serve as Indonesia's engine of 
growth uncertain. Because of this, the government's decision in November 
1978 to devalue the rupiah still appears to have been a wise one, even 
though the massive (33.6%) devaluation itself created uncertainties and 
triggered strong inflationary pressures. These pressures are expected 
shortly to subside, however, leaving the Indonesian economy significantly 
more competitive than before the devaluation. 


The devaluation was intended to broaden the base of the economy through 
non-oil export growth, industrial development and job-creating invest- 
ment thus reducing the nation's dependence on oil. It is an essential 
feature of the government's strategy contained in the new Five-Year 
Development Plan which commenced on April 1, 1979. The Plan projects 
real economic growth of 6.5%/year, slightly lower than the recent past. 
Its emphasis is on socioeconomic objectives such as reducing income 
disparities, increasing employment generating activities and meeting 
basic needs. Rapid growth in the industrial sector is anticipated. 


The prospects for Indonesia's hard minerals sector continue to improve 
both in terms of production and processing. Modest progress also con- 
tinues to be made in agriculture. The rice crop is expected to reach 
about 17 million metric tons (MMT), which would be a moderate decline 
from last year's record level of 17.6 MMT. Indonesia's export crops 
(rubber, coffee, palm oil, tea and spices) are, for the most part, 
enjoying good prices and it is hoped that the devaluation will, over 
the longer term, stimulate production which has been sluggish. Timber 
earnings are at record levels. 


U.S. exports to Indonesia are continuing to grow and the outlook is 
encouraging because of enhanced price competitiveness of U.S. products 
and strong financing support from the U.S. Export-Import Bank. Equally 
important for U.S. exporters are the resurgence in major project activ- 
ity, a key factor in our export performance here, and a revitalized 
export promotion campaign by the Embassy and the Department of Commerce. 
On the investment side, expansions by existing foreign investors are 
proceeding at a record pace, and the country appears to be poised for 
significant growth in foreign investment following government efforts 
to improve the investment climate and encourage new investors. 





CURRENT ECONOMIC TRENDS 


Post-Devaluation Situation 


The 33.6% devaluation announced on November 15, 1978 left in its wake unset- 
tled economic conditions which prevailed through much of the ensuing 6 
months. The devaluation was a strategic long-term move designed to stimulate 
non-oil exports, encourage labor-intensive import substitution industries and 
increase employment opportunities for Indonesia's large and growing labor 
force. Whether it will achieve these objectives will depend importantly on 
whether inflation can be restrained and whether the government can encourage 
investment, develop effective support services, streamline bureaucratic pro- 
cedures and eliminate, or at least reduce, other cost-increasing factors. 


The most important of these factors, the rate of inflation, recognized from 
the outset by Indonesia's economic planners as the key to success or failure 
of the devaluation strategy, has in the first 6 months of 1979 averaged 
about 32% on an annual basis. This rate, however, should subside in the 
second half of the year as the economy begins to respond to the tight mone- 
tary policy pursued since devaluation. Assuming prudent monetary and fiscal 
policies are continued, inflation in 1979 will probably be in the 25 to 30% 
range and the rate of inflation by year's end should be under control and 
declining. Although 25 to 30% inflation would appear to have eroded much of 
the competitiveness devaluation gained for Indonesia, it is important to note 
that nearly half of that amount reflects global inflation which Indonesia's 
trade competitors will also experience and that, therefore, the Indonesian 
economy should end the year significantly more competitive than before the 
devaluation. 


With regard to the other measures required for the devaluation strategy to 
succeed, some steps have been taken but others still remain. At the time 
of the devaluation, the government reduced import duties on a range of raw 
and intermediate materials and eliminated the duties altogether on those 
imported materials processed domestically and subsequently re-exported. 
Several months later, in a move to simplify cumbersome import procedures, 
the government switched from ad valorem to specific customs duties on a 
range of imported finished goods and food products. In addition to simpli- 
fying procedures somewhat, the move also had the effect of increasing the 
protection afforded domestic industries. In late March, the government 
announced a new corporate tax package reducing tax rates for smaller com- 
panies, for companies using audited accounts and for companies that list 
their shares on Indonesia's fledgling stock market. The package also allows 
the tax-free revaluation of assets and the use of "last in, first out" 
inventory accounting procedures. 


The tax package sought to improve the climate for investment. To further 
this, new investment incentives for the industrial sector are expected to 
be announced shortly. In April, two Ministers and other top officials 
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visited the United States to encourage would-be investors. The foregoing 
action will support and/or complement the devaluation decision. Further 
measures, however, particularly with respect to simplification of procedures 
and improvement of support services, are needed. 


Foreign Trade: Record Balance of Payments Surplus in Prospect 


The devaluation was expected to have only a marginal effect on Indonesia's 
exports in the short-term. In fact, however, the export response has been 
somewhat stronger than anticipated as a number of products previously not 
competitive are now being sold abroad. A further boost: in exports as a 
result of devaluation should be felt in a few years as long-gestation agri- 
cultural cash crops respond to greater profit incentives. Devaluation has 
slowed non-essential imports and this, together with very strong interna- 
tional prices for oil and other major Indonesian exports again produced a 
strong balance of payments performance in FY 78/79.* More than $650 mil- 
lion were added to the nation's foreign exchange reserves, bringing them 
to $3 billion at year's end. 


The export boom is continuing even stronger in the current year. With oil 
export prices averaging about 56% higher than a year ago, net oil exports 
may total nearly $2 billion more than a year earlier. Non-oil exports are 
also at record levels. Although exports may slacken by year's end, depend- 
ing on world economic conditions, it appears likely that for the first time 
in recent memory Indonesia's goods and services account will be in the 
black and its balance of payments surplus may approach $2 billion for the 
current fiscal year. 


Oil and gas, of course, continue to dominate Indonesia's export trade, 
earning over $4 billion on a net basis in FY 78/79. The value of natural 
gas exports alone reached $546 million, up 600% over 1977. Timber is the 
leading non-oil export, earning $1 billion last year, followed by rubber, 
coffee and tin in that order. 


New Five-Year Plan: Slightly Slower Growth; 
Equity, Social Goals Emphasized 


In January, President Suharto unveiled Indonesia's Third Five-Year Develop- 
ment Plan (Repelita III), which will run from April 1979 through March 1984. 
Real economic growth is projected at 6.5%/year, slightly below the levels 
achieved in Repelita II. Growth targets have been scaled back because of an 
expected stagnation or decline in oil production and also because the new 
plan places more stress on social equity objectives. Rural development, 
transmigration programs, land ownership regulation, expansion of education 
and health facilities are all intended to help achieve a more equitable 
distribution of the fruits of development. The industrial sector is to be 
the fastest growing sector and is being counted on to play a leading role 


* The Indonesian fiscal year runs from April 1 to March 31 








in increasing employment opportunities. Interestingly, the public sector 
share of the capital investment program is to decline as the government 
attempts to encourage the private sector to play a greater role. Private 
foreign investment will continue to be a welcome source of capital, tech- 
nology and management skills. Gross Domestic Product is expected to develop 
as follows: 


} 

Average Growth Rate f 

Sector __1978/79 a Year/Third Plan 1983/84 \ 
Agriculture 31.4% 3.5% 27.2% 
Mining 17.9% 4.0% 15.9% 
Industry — 10.2% 11.0% 12.6% 
Construction 4.9% 9.0% 5.5% 

Transportation and 

Communication 4.6% 10.02% 5.4% 
Other Sectors 31.0% 8.1% 33.42% 
Total 100.0% 6.5% 100.0% 


The Inter-Governmental Group on Indonesia (IGGI), a consortium of 14 donor 
countries and international financial institutions, which has played an 
important role in providing support for Indonesia's development program, 
met with Indonesia's economic planners in April and endorsed Repelita III. 
There was general agreement that new foreign borrowing by the GOI could be 
prudently increased in 1979 by $2.78 billion, approximately 70% of which 
($1.9 billion) would be provided by the IGGI in the form of official devel- 
opment assistance. Of this amount, over $1 billion will come from The 
World Bank, the Asian Development Bank and the UNDP and the remainder from 
bilateral donors. Japan is the largest bilateral donor, pledging $262 mil- 
lion, followed by the United States with $205 million. Another $850 million 
will come from non-IGGI sources, mostly commercial borrowings. 


Record Oil Earnings But Production Expected 


to Decline in Short-Term 


The vital role of petroleum in the Indonesian economy is apparent from the 
fact that in FY 1978/79 it accounted for two-thirds of total export earn- 
ings and about half of government revenues. The sharp escalation of oil 
prices over the first 6 months of 1979 has significantly improved the 

oil sector's short-term prospects. Because of a cut-back in exploration 
activities in 1976-77, Indonesia's oil production is in a state of decline, 
dropping from a peak of 1.68 million barrels/day in 1977 to 1.63 million 
b/d in 1978, and projected to decline further in the current year to a level 
of between 1.55 and 1.60 million b/d. However, despite reduced volumes, 

as a result of the OPEC price hikes, GOI net budget revenues from oil are 


expected to be at least a billion dollars above original estimates and oil 
earnings will make a major contribution to what is shaping up to be a 
record balance of payments surplus. 


There are, however, major problems facing the oil sector. Chief among these 
is declining production. As a result of improved incentives offered in 1977, 
exploration expenditures doubled to $240 million in 1978 and an estimated 
$300 million will be spent in the current year. Because Indonesia's fields 
are characteristically small,an active exploration program is essential and 
there are some who maintain that even the new higher levels of exploration 
budgets are insufficient to increase or even maintain production totals. 
Whether this contention is valid or not, actual results from stepped-up 
exploration have been disappointing and thus production declines will con- 
tinue. Compounding the problem of declining production is that of 12%/year 
growth in domestic consumption. Not only does this mean less oil available 
for export but also increased government subsidies to support the domestic 
fuels price structure. Notwithstanding a 40% increase in domestic fuel 
prices, the oil subsidy will exceed $800 million this year, amounting to 
about 2% of GDP. 


Important progress is being made in the production of LNG. Thus far, five 
liquefaction trains are in operation, two in Kalimantan and three in Sumatra 
and the prospects for expansions at both of these fields are good. Indonesia 
is also developing its non-oil energy sources, particularly coal and natural 
gas but also hydroelectric and geothermal. Meanwhile, there continues to 

be general agreement that significant amounts of oil remain to be found and, 
given the currently stable operating environment and strong world demand, 
major efforts will continue to be made to find it. 


Prospects Improve for Hard Minerals 


The non-oil minerals sector was stable throughout FY 78/79 and longer term 
prospects improved. Copper prices strengthened and Freeport Indonesia began 
work on its $100 million expansion into underground operations in Irian Jaya. 
INCO's start-up problems at its $850 million nickel mine and smelter were 
largely overcome and recovery in the long-depressed nickel market has led 
Pacific Nickel, a consortium including U.S. Steel, to dust off plans for 

a billion dollar nickel venture on Gag Island in Eastern Indonesia. Tin 
prices continued high and export earnings reached new records as the in- 
dustry moved ahead with plans for expansion over the next several years. 
Coal production increased modestly and the government continued its efforts 
toward longer term development of the nation's enormous coal reserves. 
Engineering design contracts were signed for the billion dollar Bukit Asam 
coal expansion and Suralaya power generation projects; and six foreign 
firms, including two U.S. companies, are negotiating production-sharing 
contracts for coal concession areas in East Kalimantan reputed to contain 
some 6 billion tons of steam coal. Although the government dropped 








its plans for an alumina smelter on Bintan Island, work continued on the 
mammoth ($2.3 billion is the latest estimate) hydroelectric and aluminum 
smelter complex on the Asahan River. The Asahan project, years in the 
planning stage, is the largest cooperative venture between Japan and Indo- 
nesia. Cement and fertilizer production continued to expand and additional 
plants are on the drawing boards. 


Agricultural Performance Shows Modest Improvement 


While it is still early for accurate estimates on the 1979 rice crop, it 

is clear that Indonesia will fall short of the record 17.6 million metric 
tons harvested in CY 78. Most experts are predicting a crop somewhere in 
the 16.5-17.3 MMT range. The decline from last year's record, of course, 
is a disappointment for this chronic food deficit country; however, pro- 
duction in the above range should still be judged a respectable performance 
and on the trend line of nearly 4% annual growth in recent years. Both wet 
season and drying season growing conditions this year, while generally good, 
were less than the ideal conditions of 1978. In addition, insect and pest 
damage to the crop is reported to be more severe. Improved price incen- 
tives are now available to the rice farmer but it is still too early to 
judge any supply response. To stimulate production favorable fertilizer 
input cost/rice price relationships and other incentive programs are being 
continued for the rice farmer. 


In the Third Five-Year Plan, the GOI agricultural policy has shifted from 
a rice self-sufficiency goal to a broader objective of food self-suffi- 
ciency. The change is commended by a number of experts who feel that 
over-emphasis on rice has precluded potential gains that might be made 

in secondary crops such as corn, cassava, soyabeans and sweet potatoes. 
The production targets set by GOI for these crops are probably overly 
ambitious, averaging about 7.2% per year. Other agriculturalists, while 
welcoming the shift in policy, consider that production technology, mar- 
keting facilities and/or demand problems will likely continue to impede 
rapid progress in increasing output of these alternative crops, despite 
the need for them. The new policy is nevertheless sound because it also 
means that GOI has acknowledged the reality for high nutrition food im- 
ports (wheat and soyabeans) until such time as total food self-sufficiency 
may be achieved. 


Production of Indonesia's export crops of rubber, coffee, palm oil, tea 
and spices has, with the exception of palm oil, shown at best only modest 
growth in recent years. Increased export earnings in 1978 and 1979 have ~ 
stemmed largely from higher world prices The government hopes that de- 
valuation will change this situation somewhat, but even if it does (and 
additional supporting measures appear needed) it will take several years 
before production gains will be seen. Repelita III also introduces a 

new emphasis on private foreign investment in these crops for the future. 


In recent years heavy reliance had been placed on state-owned plantations. 
New efforts are also apparently intended to assist smallholder production 
of these export crops. 


Earnings from timber, Indonesia's second ranking export are at record 
levels. The government's policy direction in this resource continues to 
be on increasing domestic processing of the nation's vast timber reserves. 


IMPLICATIONS FOR THE UNITED STATES 


Based on statistics provided by Indonesia's Central Bureau of Statistics, 
two-way trade in CY 78 between the United States and Indonesia totalled 
$3.8 billion, the same level as the previous year. U.S. exports to Indo- 
nesia;at $832 million, were up 8% while imports from Indonesia were down 
1.6% to $2,962 million. Eighty-two percent of U.S. imports from Indonesia 
were petroleum and products ($2,448 million). Next in importance were: 
rubber ($264 million); coffee ($138 million); spices ($29 million); tea 
($19 million); and tin ($10 million). Major U.S. exports to Indonesia 
were machinery and transport equipment ($288 million); chemical products 
($118 million); rice ($115 million); cotton ($83 million); manufactured 
goods ($74 million); and soybeans ($37 million). 


Prospects Improved for U.S. Exports 


Indonesia has now fully emerged from the austerity period brought on by 
the financial crisis in the state oil company in 1975 which shook the 
whole economy. The recent surge in oil prices affords a cushion both in 
terms of foreign exchange reserves and budgetary revenues; and although 
government spending will have to be limited to control inflationary pres- 
sures, the self-imposed financial constraints of the recent past will be 
loosened, opening up important sales opportunities for American traders. 
U.S. sales prospects are improved by the decline of the dollar relative 
to the currency of Japan, our major trade competitor in this market. 

U.S. business executives will also find more aggressive support from the U.S. 
Export-Import Bank on financing, a critical factor in selling here. 


Historically, the fortunes of U.S. trade with Indonesia correlate closely 
with major projects here; U.S. exports rising and falling with major 
project activity. Following a period when new undertakings were few, 
major project activity is again on the upswing bringing with it important 
new sales opportunities for U.S. firms. Oil refineries, petrochemical 

and fertilizer plants, power generation, transportation, transmigration, 
and telecommunications projects, LNG expansions and cement plants are 

only a few of the multi-million dollar projects at or near tendering stage. 





Financing for these projects will come from a variety of sources both 
private and public, domestic and foreign. U.S. companies will be eligible 
to compete for the supply of goods and services that will be funded from 
Indonesia's domestically-generated resources. In addition, U.S. companies 
will also be eligible to bid on projects of the World Bank and the Asian 
Development Bank whose combined lending in Indonesia in the current year 
will exceed $1 billion. 


Interested U.S. firms should request from the Department of Commerce the 
Embassy's comprehensive major projects list.* That list, in addition to 
describing the project by name and noting its estimated cost, also iden- 
tifies the funding source, projected agreement/contract date, status and 
the name and address of key contacts for each project. In addition, de- 
tailed information on market prospects and selling in Indonesia can be 
obtained from the Department of Commerce. Particularly useful for new- 
comers to the market are two Commerce publications: "Indonesia: A Survey 
of U.S. Business Opportunities"; and "Marketing in Indonesia" Companies 
will also find the Economic and Commercial Section of the American Embassy 
in Jakarta a valuable source of information, assistance and advice on 
doing business in this market. 


An excellent way for firms to gain a foothold in this promising market is 
by participating in one or more trade promction events jointly sponsored 
by the Department of Commerce and the Embassy. In U.S. FY 1980, the fol- 
lowing events are planned: 


Type of Event Theme 


Trade Mission/Seminars Timber processing equipment 
Engineers, consultants and architects 
Cargo handling and warehousing equipment 


Trade Mission Food processing and packaging equipment 
Metal working and finishing equipment 
Security and safety devices 
Printing and graphic arts equipment 


Catalog Show Textile equipment 
Business equipment 


Trade Exhibition Construction, mining and forestry 
equipment 


Further information on these events is available ae the Department of 
Commerce and its Field Offices. 


* Embassy airgram A-88 dated August 13, 1979 
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Investment Climate Improves 


The Indonesian Government welcomes foreign investment, particularly in 
those areas where capital, technical expertise and advanced management 
skills are not domestically available. The government normally requires 
that foreign companies investing in Indonesia form joint ventures with 
local partners and transfer a majority equity to Indonesians within 10 
years. The government guarantees the investor's right to repatriate 
capital and, in many instances, provides tax and other incentives. 


Foreign investment, which has played an important role in the develop- 
ment of the Indonesian economy over the past 10 years, reached its peak 
in 1974 and 1975 and then for various reasons, both internal and external, 
dropped sharply and languished for about 3 years. The country once 
again, however, appears to be poised for another surge in foreign invest- 
ment. Existing investors are already expanding their operations in Indo- 
nesia at a record pace. Political stability in a government committed to 
an open market economy is an important factor in attracting investors. 
Confidence in the financial management of country and high profitability 
among existing foreign investments are also important attractions. The 
devaluation decision has opened up a number of new investment opportuni- 
ties and, in addition, the government has taken and is taking measures 

to improve the investment climate. The Capital Investment Board has 
been reorganized and strengthened, introducing streamlined procedures 
that will simplify and shorten the time required to process investment 
applications. New investment incentives, although their announcement 
has been stalled, are said to be in an advanced stage of preparation and, 
in some instances, are already available to investors on a negotiable 
basis. With these improvements in the investment climate already achieved 
and the promise of more to come, Indonesia has served notice that it 
intends to recapture the status of favored investment site it once held. 
(For more information on the investment climate see the Embassy's report, 
Jakarta 5876 dated April 12, 1979, available from the ASEAN/South Asia 
Section, Office of Country Marketing, Room 12h, U.S. Department of 
Commerce, Washington, D.C. 20230.) 


* U. S. GOVERNMENT PRINTING OFFICE: 1979—-311-056/178 








